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In the Matter of the Appeal of )
>

I&I 0 XRIGL~Y J R .  COKPAXY >

Appea.rances: _.

For Appellant: Robert C. Slkus and
And& 14, Saltoun
Attorneys at Law

For Respondent : W..ldur  F o Lavelle
Associate Tax Counsel ’

This appeal is made pursuant to section 25667 of
the Revenue and Taxation Code from the action of the Franchise
Tax Board on the protest of ‘:k. ‘rigley Jr o Com?a_ny  against
proposed assessments of additional franchise tax in the
amount 3 o f $9 9 456 0 4-j ) :;;6,958,v+5 and $7 sk93  o 88 for the income
years 1958, 1959, and 1960, respectively,

The primary_issue  to be decided in th>s appeal is
whether ayy ellant  1 s six foreign manufacturing subsidiaries
and one holding co:qgany are part of its unitary enterprise,
requiring allocation of the combined income by a formula
method rather than by separate accounting *

Appellant ;:,?I~,  ?\,5igley  Jr e Cor~any,  a Delaware
corporation doing .business  in Califorka, has its head office
and principal place of business in Chicago, Il.J_inois. It
manufactures and sells cheering gum i&the United States and
exports its products to Central and South America and to
coluntries .in t’he Far ‘Zast, One wholly o?$ned dozestic subsidiary,
the L 0 A, Dreyfus Company, procures and processes raw guts;
another) Northwest em Chemical Camp any 9 refines 2 epp ermint
oil and manufactures base softeners and flavorings; and a
third domestic subsldi.ary,  Wrigley Import Company,  engages in
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the procurement  of chicle. App ellant concedes that the se
three subsidiaries are operating in unity with it. Two
foreign subsidiaries, the Amazon Trading Comply, s.P-., and,
Malayan  Guttas Limited, supply the L. A. Dreyrus Coq~?lly \n_n.h
raw gums and gum bases. Qpellant  also. concedes that tnese
ttro foreign supply subsidiaries operate as part of the unitary
business o

Annellant .and its five su?~ly subsidiaries sell
substantial’ >mounts of certain raw materials used in
manufacturing gum, principally chicle and essential oils, to
seven wholly olmed foreign subsidiaries of aqellant;  namely,
The Wrigley Company Limited (krigley agland)  9 YE. 4;rigley
Jr. Company, Limited (Y;lrigley  Canada), Ehe Erigley co:~any
Pty, Limited (:i;riqley Australia), The Vrigley  Company (X.Z.)
Limited (‘,!ri.gley kew Zealand), Deutsche Wrigley .G.m,b.‘rI,
(?!rigley  Germany), ‘XrigILey Eolding  G.m.b.H, (‘Wrigley Kolding),
and Yrigley  Company A .B o (S’rigley Sweden). These foreign
subsidiaries, except %5gl_ey  holding, manufacture and sell
chewing gum in the co%Jntries  wlere they are located. The sales
of raw materials to% the subsidiaries are channeled through
appellant e

Directors and officers of appellant serve as
directors for the foreign SUBSETm Giaries toget’ner with other
persons who are not directors or officers of appellant. IThe
.subsidiaries  submit fiscal budgets or forecasts for revi.et;
by appellant o Each year personne-1 of appellant  travel to t h e
subsidiaries and give various kinds of assistance and training,
Kl. of the coqanies use the Yrigley trademark.

Appellant carries on research in connection with
production, new formulas, manufacturing equipment and equlpnent
Ilayout. The results of such research are made available to

al l  the subsidiaries . , In addition,  appellants  s research
de-p artment p eriodi tally the c__% the quality of gum produced by
the foreign manufacturing subsidiaries. Yne latter have
quality control departments but rely on appellant for research,
k.pp ellant sells machines to the subsidiaries or furnishes them
with blueprints if the r.cac’nine can be produced cheaper in the
respective foreign country.

The manager of each subsidiary is a .locaX resident _
tri?o has a considerable amount of authority in managrng the
affairs of the subsidiary, 3ach subsidiary operates btithout

loans from appel lant , does its o-;m advertising, purchases /
most of its raw materials locaUy, provides its ot~n eqloyee
benefits (including pension plans and insurance programs),
makes out its okrn payroll and prepares its OWI tax returns.
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Section 25101 of t’ne Revenue and Taxa-tion  Code

requires a tadpayer deriving income from sources both >rithin
and ‘t;ithout the state to measure its California tax by the
net income derived from or attributable to sources wii;‘nin
this state, If a business is unitary iz nzture, the income
attributable to California  must be determined by a forXlla
composed of property, payroll, sales or similar factors.
( B u t l e r  Sros. v. McColg~~~~  17 Cal. 2d 661-i [ill P .2d 3341,- -
affld, 315 U.Y, 501 [86 L:Xd. 9911*)

- In recent decisions GMch broadened application of
the unitary business conc’ept, the California Supreme Court
reaffirmed the tests to be used in ascertaining the existence
of a unitary bu.siness. ($ucerior Oil Co. v. franchise  Tax
Board, 60 Cal. 2d 1506

_-‘;;I
C a l .  Sptr. ssy 3 8 6  P.2d 331;[34-
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Honolulu Oil Co.P_...-___z
meal. Qtr.

v4 Franchise Tax Boa..rcl,  60 Cal a .2d k17.
5’52, =6$75] D ) Under one test,. a unitary

business exists when operation of the portion of the business
done within the state is de-oendent  u?on or contributes to the

, operation of the business without the state. Under another
approachs a business is Unitary in nature if there is a unity
of oldner ship, unity of operation, and unity of use;

0
In the present case, the foreign manufacturing

subsidiaries are wholly_ or.:ned by appellant, directors and. . .
officers of appellant serve as directors for the subsidiaries, .
a.11 ccqanies  use the Vrigley trademark, there is a significantB
amoUnt of centralized procurement and processing of essential
raw materials 9 and t’nere is centralized research0 In view of
the decisions of t’he California- Supreme Court and t’ne afore-
mentioned facts, kTe concltide  t’gat t’ne six foreign manufacturing
subsidiaries and one foreign holding com?r,any-  are part of
appellant’s unitary business. Accordingly, the combined income
must be allocated by the formula method. . .

. -

Appellant has suggested that the income earned by
the foreign subsidiaries night be beyond.the  reach of California
because of a constitutional question bf taxing. extraterritorial
values ad because of applicable ‘ire&-t’y. lawi .’hi3 ellant has
not pointed out any treaties ?M_ch .\rould be violated. In
regard to taxing extraterritorial  values 9 a formula allocation
does not tax foreign income ; it is only a method to determine
income attributable to California.

Pursu~~~t  to the viey;rs eqressed in the opinion.of
the board on file in this proceeding, and good cause appearing
therefor)
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to section 25667 of the Zeve:mA m.d Taxation Code, tha?z the
action of tine Franchise Tax Eoard on the protest of,f iac Tbigley Jr . Corpany against proposed assessnents of
additional franchise tax in the amounts of :.j9,4-56.43,
$6,958.4-4, and ti>7s493.&E  fog the income years 1958, l-959, -and
1960, respectively, be and the same is hereby sustained.

Done at Sacramento California, this 15th day
of December 1 1966, by the S”late  Board qf Xqualization.
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